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By Carl R. Borgia, Ph.D., CPA
To encourage the inclusion of reports in 
quarterly filings, ASR No. 274 exempts 
the independent accountant from 
liability for reports filed on unaudited 
interim financial information.
The Security and Exchange Commission (SEC) is now 
considering expansion of its requirements for indepen­
dent accountant involvement with the interim financial 
information of registrants. Considerations include require­
ments for the timely review by the independent accoun­
tant of financial data included in all interim filings, reports 
on these reviews, and the elimination of the auditor’s 
exemption from liability for these reports.
The National Commission 
on Fraudulent Financial 
Reporting (the Treadway 
Commission) was an impor­
tant catalyst in the SEC’s 
decision to consider this 
expanded involvement. The 
Treadway Commission 
recommended that the SEC 
“require independent public 
accountants to review quar­
terly financial data of all public companies before release 
to the public.” This recommendation differs from the 
SEC’s proposals in two ways. First, the Treadway Com­
mission recommended the timely review of “quarterly” 
financial data. The SEC is proposing the timely review of 
financial information in all “interim” filings. Second, the 
Treadway Commission asked that the review occur before 
the release of financial data to the public. The SEC is 
proposing that the review be required before the filing of 
interim data. Despite these differences, the Treadway 
Commission provided the opportunity and the impetus for 
the SEC to expand its requirements.
Present Requirements
The SEC did not require any type of interim reporting 
until 1955. In that year, as a result of pressure exerted by 
the Financial Analysts Federation, the SEC adopted a 
requirement that all registrants publish semiannual 
income statements on Form 9-K. By 1975, the filing of 
quarterly financial information was mandated. Indepen­
dent accountant involvement with this information was not 
required initially, but by 1975 the SEC issued Accounting 
Series Release (ASR) No. 177 requiring that certain 
registrants include quarterly and other interim financial 
information in an unaudited footnote to their annual 
financial statements.
Today ASR No. 177 
requirements are found in 
Item 302 (a) of Regulation S- 
K. Quarterly financial data, 
therefore, is now disclosed in 
the annual reports filed with 
the SEC and sent to security 
holders and not in a footnote 
to the accompanying financial 
statements themselves. To 
encourage the inclusion of 
reports in quarterly filings, ASR No. 274 exempts the 
independent accountant from liability for reports filed on 
unaudited interim financial information.
The scope of Item 302 (a) requirements extends to 
registrants that meet two tests. The first test found in 
paragraph (a) 5 (i) is the more complicated one. It is 
performed to identify those registrants that are most 
widely traded. The second test found in paragraph (a) 5 
(ii) is simpler and identifies the largest registrants, those 
that (a) had net income after taxes but before extraordi­
nary items and the cumulative effect of a change in 
accounting principle, of at least $250,000 for each of the 
last three fiscal years; or (b) had total assets of at least 
$200,000,000 for the last fiscal year-end.
Registrants who meet the above two test must disclose, 
along with their annual filings, supplementary interim 
information for each full quarter falling within the two 
most recent fiscal years. The same type of supplementary
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information must also be provided for 
any subsequent interim period for 
which financial statements are 
included or are required to be 
included. Disclosure includes: net 
sales, gross profit, income (loss) 
before extraordinary items and 
cumulative effect of a change in 
accounting principle, per share data 
based upon such income (loss), and 
net income (loss). Also required is 
the description and reconciliation of 
adjustments to quarterly information 
previously reported on Form 10-Q for 
any of the quarters included in the 
annual reports.
Benefits of Involvement
The SEC and the Treadway 
Commission support independent 
accountant involvement with interim 
financial information because of its 
potential to provide the user with 
relevant, reliable information for 
decision making. Among the specific 
benefits expected are:
1. Improved quality of the interim 
reporting system. The independent 
accountant has vast experience in 
accounting and analyzing financial 
data. This invaluable experience 
would enhance the system as a whole 
by helping to solve general problems 
of interim reporting.
2. Improved quality of individual in­
terim reports. The quality of individ­
ual interim reports would improve as 
independent accountants became in­
volved with interim financial report­
ing. Needed adjustments would pro­
bably be discovered earlier. There 
would be less need for revising quar­
terly data at year-end. Abuses and 
deficiencies would be found sooner. 
And, management and independent 
accountants would be able to prompt­
ly focus attention on problem areas 
and develop better audit programs 
and corporate control systems.
3. Improved efficiency of audit pro­
grams and internal control. Annual 
auditing procedures such as the test­
ing of internal controls and analytical 
reviews of financial reports would 
occur throughout the year. Auditor 
efficiency would increase because of 
earlier adjustments and the construc­
tion of better audit programs. Man­
agement efficiency would increase as 
well because of the development of 
better internal control systems.
4. Maintaining public confidence. Not 
implementing timely independent 
reviews could result in a loss of 
public confidence in corporate 
management and in the financial 
reporting system. This is a cost the 
private enterprise system cannot 
bear. Independent accountant 
involvement with interim data, 
therefore, would help maintain public 
confidence in the economic system.
To date, only weak evidence of 
such benefits has been shown to 
exist. Studies have failed to prove 
that independent quarterly reviews 
(1) discourage income smoothing 
across quarterly periods during a 
year, (2) improve predictive ability, or 
(3) discourage fourth quarter 
adjustments. One study has shown 
that the timely review of quarterly 
data reduces the number of errors. 
This evidence is weak, however, 
because of the small sample involved 
in the study.
Under the SEC's proposal 
for increased independent 
accountant involvement 
with interim financial 
information, all registrants 
would be required to have 
timely reviews of interim 
data before filing and, 
therefore, this problem 
would be resolved.
Concerns
The SEC’s latest proposal on 
independent accountant involvement 
with interim financial information 
brings up a number of important 
concerns that registrants and their 
auditors need to be aware of: 
1. Delay in the release of data. A 
requirement for timely review of 
interim financial statements might 
delay the release of earnings num­
bers to the public. Presently, reviews 
can be performed in a timely or 
retrospective manner and are only 
required for the largest registrants. 
Would the profession be able to 
perform reviews for every traded 
company in a timely fashion?
2. Reliance on reports. If the SEC 
were to require the inclusion of an 
independent accountant’s report on 
review procedures with interim fil­
ings, would users place a higher level 
of reliance on the report than the 
underlying procedures warrant? This 
concern would exist even if the report 
included an explanation of the proced­
ures and scope of the review because 
recent studies show that investors 
have difficulty distinguishing between 
different levels of association.
3. Liability and audit costs. The SEC 
is questioning the need to continue 
the exemption from liability offered 
the independent accountant for 
review reports included with quar­
terly filings. This exemption was 
originally conceived as an “encour­
agement" to include review reports 
with Form 10-Q filings. The SEC 
would not need incentives once 
reports were mandatory. If this 
exemption were abolished, would 
litigation risk increase? If so, what 
effect would this added risk have on 
insurance premiums, review proce­
dures necessary to perform the 
review, and the annual accounting 
fees to registrants?
4. Guidance on performing timely 
reviews. Statement on Auditing Stan­
dards No. 36 presently constitutes 
official guidance for independent 
accountants performing financial 
reviews. A question exists as to 
whether this statement provides the 
independent accountant with suffi­
cient guidance for performing timely 
reviews of interim financial informa­
tion. If additional procedures are 
needed, what ar they, what should 
they entail, and what would they cost? 
5. Change of auditor. Incremental 
costs may be incurred by registrants 
that change auditors. Knowledge of a 
client’s financial reporting practices 
and system of internal control is an 
important factor in the performance 
of an interim review. This knowledge 
would be difficult to gain if an 
independent accountant had not 
performed the previous annual audit. 
Can an accountant that did not 
perform the last annual audit gain 
adequate knowledge about a client in 
order to perform a timely interim 
review? What is the cost of establish­
ing adequate knowledge? And, is 
there a need for specific guidance in 
such circumstances?
Related Issues
A number of other issues are 
related to the SEC’s proposed 
requirements and are important to 
any consideration of change. For 
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example, presently the SEC’s ability 
to check for compliance on Item 302 
(a) is weak because of the very 
complicated trading test that a 
registrant must meet before being 
required to comply. Under the SEC’s 
proposal for increased independent 
accountant involvement with interim 
financial information, all registrants 
would be required to have timely 
reviews of interim data before filing 
and, therefore, this problem would 
be resolved.
Also, some evidence exists regard­
ing the cost of implementing the new 
requirements. In 1988, the sponsor­
ing organizations of the Treadway 
Commission sent a survey to over 
8,500 public companies to gain 
insights into the reaction of busi­
nesses to the Commission’s recom­
mendations. This survey revealed 
that a majority of the smallest com­
panies - those with under 100 em­
ployees - had timely reviews of the 
financial data included in their quar­
terly filings. This finding indicates 
that the cost may be nominal if the 
SEC instituted the timely review and 
reporting of interim financial infor­
mation but retained an exemption for 
independent accountant liability.
Finally, the American Institute of 
CPA’s Future Issues Committee has 
indicated in an issues paper that 
users of financial information are 
turning to other sources, such as 
data bases, to provide them with 
relevant information concerning their 
investments. This issues paper 
suggests that accountants consider 
the option of providing real-time 
financial statements to users. The 
scenario would undoubtedly include 
providing continuous auditing 
procedures to assure statements are 
presented in accordance with 
generally accepted accounting 
principles. In this light, the SEC’s 
proposal is but one step in the right 
direction of finding ways of providing 
timely, relevant information.
Conclusion
The benefits of increased indepen­
dent accountant involvement with 
interim financial information is 
difficult to quantify. The same is true 
of all benefits. Considering the 
increased interest in relevant finan­
cial information, however, the 
accounting profession should explore 
ways of providing it. The alternative 
is that users will continue to find 
other sources of information on 
which they can rely the timely 
involvement of the independent 
accountant with interim SEC filings is 
but one step toward providing users 
with the information they need. A 
broader more challenging objective 
is to provide on-line, real-time 
financial statements which are 
continuously audited. This objective 
is more reasonable everyday. Tech­
nology is quickly changing; and 
information gathering, processing, 
controlling, and testing are con­
stantly improving and becoming 
cheaper and faster.
Reliable, relevant information 
should be the objective of all account­
ants, and the profession should be 
involved in developing and imple­
menting changes such as those being 
suggested by the SEC to assure that 
the best information reaches users.
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